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Rural Utilities Service, USDA § 1773.39

writing, each regulatory asset and li-
ability.

[56 FR 63360, Dec. 3, 1991, as amended at 59
FR 659, Jan. 6, 1994; 61 FR 108, Jan. 3, 1996.
Redesignated and amended at 63 FR 38723,
July 17, 1998; 63 FR 40169, July 28, 1998]

§§ 1773.34–1773.37 [Reserved]

Subpart E—RUS Required Audit
Procedures and Documentation

§ 1773.38 Scope of engagement.
(a) RUS requires that the audit pro-

cedures set forth in §§ 1773.39 through
1773.45 be performed annually by the
CPA during the audit of the RUS bor-
rowers’ financial statements, which
audit procedures may be in addition to
the conduct of a GAGAS audit.

(b) The CPA must exercise profes-
sional judgment in determining wheth-
er any auditing procedures in addition
to those mandated by GAGAS or this
part should be performed in order to af-
ford a reasonable basis for rendering
the auditor’s report, report on compli-
ance, report on compliance and on in-
ternal controls over financial report-
ing, and management letter.

§ 1773.39 Utility plant and accumu-
lated depreciation.

(a) General. The audit of these ac-
counts must include tests of additions,
replacements, retirements, and
changes. Based upon the CPA’s deter-
mination of materiality, an appro-
priate sample of transactions must be
selected for testing. The CPA’s
workpapers must document that he/
she:

(1) Examined direct labor and mate-
rial transactions to determine whether
the borrower’s accounting records re-
flect a complete accumulation of costs;

(2) Examined indirect costs and over-
head charges to determine if they con-
form to the Uniform System of Ac-
counts;

(3) Reviewed the costs of completed
construction and retirement projects
to determine if they were cleared
promptly from the work in progress ac-
counts to the classified plant in service
accounts and the related depreciation
reserves;

(4) Examined direct purchases of spe-
cial equipment and general plant;

(5) Determined the degree of accu-
racy and control of costing retire-
ments, including tests of salvage and
removal costs;

(6) Reviewed the borrower’s work
order procedures; and

(7) Reviewed depreciation rates for
adequate support, compared them to
RUS guidelines, and determined if they
are in compliance.

(b) Construction work in progress. (1)
The workpapers must include a sum-
mary of open work orders reconciled to
the general ledger. The CPA must note
on the summary any unusual or non-
typical projects.

(2) Based upon the CPA’s determina-
tion of materiality, an appropriate
sample of work orders must be selected
for testing. The CPA’s workpapers
must document that he/she:

(i) Reviewed equipment purchases
charged to work orders, including pay-
ments and receiving reports;

(ii) Reviewed contracts showing the
scope of the work, the nature of the
contract, the contract amount, and
scheduled payments and reviewed sup-
porting documents to determine that
all services contracted for were in fact
rendered;

(iii) Reviewed time cards and pay
rates for several employees who allo-
cate their time to work orders;

(iv) Reviewed the nature of material
and supplies issued to the project,
traced amounts and quantities to sup-
porting documents, and reviewed the
reasonableness of clearing rates for as-
signment of stores expense to the work
order;

(v) Reviewed the accuracy of the
computation of overheads applied to
the work order; and

(vi) Reviewed other costs charged to
the work order for support and pro-
priety.

(3) Based upon the CPA’s determina-
tion of materiality, an appropriate
sample of completed contracts must be
selected for testing. The CPA’s
workpapers must document that he/
she:

(i) Scheduled payments to contrac-
tors and traced to verify payments and
supporting invoices;

(ii) Traced contract costs to final
closeout documents, to the general
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